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WHAT IS THE NATIONAL ADVISORY COUNCIL ON AGING? 


The National Advisory Council on Aging (NACA) was created by Order- 
in-Council on May 1, 1980 to assist and advise the Minister of Health on issues 
related to the aging of the Canadian population and the quality of life of seniors. 
NACA reviews the needs and problems of seniors and recommends remedial 
action, liaises with other groups interested in aging, encourages public 
discussion and publishes and disseminates information on aging. 


The Council has a maximum of 18 members from all parts of Canada. 
Members are appointed by Order-in-Council for two- or three-year terms and are 
selected for their expertise and interest in aging. They bring to Council a 
variety of experiences, concerns and aptitudes. 
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PREFACE 


The cradle-to-grave programs that benefit all Canadians emerged in the 
early part of the 20th century with the introduction of the precursor to the Old 
Age Security pension and achieved their full development in the prosperous 
period following the Second World War. The rationale underlying all of these 
programs was that society as a whole, through government, had a responsibility 
for all Canadians. Seniors have benefited from the introduction of retirement 
income programs including Old Age Security, Guaranteed Income Supplement, 
Spouse’s and Widowed Spouse’s Allowance and the Canada/Quebec Pension 
Plan, as well as from the establishment of social services through the Canada 
Assistance Plan and the introduction of a national health insurance system. 


This network of programs is facing serious challenges, however, owing to 
national and provincial fiscal pressures, fundamental changes in the structure of 
the economy and the aging of the population. Some observers question the 
effectiveness of these programs in meeting the changing needs of Canadian 
society, as well as their affordability. Others defend our social welfare system 
while acknowledging that reforms are needed. 


To provide information about the challenges facing social programs for 
seniors and to stimulate discussion, NACA has invited social policy analysts 
with differing perspectives to present their views on the future of social welfare 
for seniors in the Forum series. The paper prepared by Monica Townson is the 
first in these essays; NACA hopes to publish different points of view in the 
coming year. 


The Council takes no position on the opinions expressed in this paper, but 
hopes it will encourage seniors and those involved with seniors to reflect on 
Canada’s social commitment to seniors and to express their views to their 
federal and provincial government representatives. 
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John E. MacDonell, MD, FRCP(C) 
Chairperson 
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THE SOCIAL CONTRACT FOR SENIORS IN CANADA: 
PREPARING FOR THE 21ST CENTURY 


Canada’s commitment to senior citizens is under review. That much is clear 
from recent tax changes, from the federal government’s announced review of social 
programs, from statements by bureaucrats and policy-makers and from comments and 
discussions of social policy analysts. But above all, the possibility of a change in the 
commitment is evident from the question heard more and more frequently: "Can 
Canada afford its aging population?" 


That the question should be phrased in such a way is intriguing. The 
implications of a negative answer are never spelled out. Seniors will be there, 
whether we can ‘afford’ them or not. But if Canadians believe this country cannot 
‘afford’ its aging population, the implication is that serious changes in our social 
contract with seniors will have to be contemplated. 


Many would argue those changes are already under way—not only in Canada, 
but in many other countries. Population aging is a phenomenon currently being 
experienced, although at different rates, in almost all industrialized societies. That 
demographic imperative, combined with the fiscal constraints faced by many 
governments as a result of world-wide economic conditions, has led many countries 
to re-examine their programs and policies, and in many cases to make serious 
changes in the commitments they had made to older citizens. But are changing 
demographics and economic conditions really reasons for making changes at this 
time? And is a change in the social contract with seniors inevitable? 


In my view, changes that would reduce our commitment to seniors are not 
inevitable. I will argue that the choices society makes about its commitment to its 
older citizens are political, not economic choices. They are questions of political 
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priorities, not economic imperatives. But in a democratic society, that is how 
decisions are made about allocation of resources—whether between regions or 
generations. 


In this paper I will describe what is understood as the social contract for 
seniors in Canada and will look critically at the key reasons that have been advanced 
for reviewing it at this time. I will examine some of the solutions that have been 
proposed or implemented in other countries to deal with what some have seen as the 
crisis of an aging population, particularly in the United States, New Zealand, 
Australia and Europe, comparing the social contract with seniors in those countries 
with public policies for seniors in Canada. I will trace the probable future direction 
of this social contract in light of known social, demographic, political and economic 
trends in Canada. I will conclude with an outline of what I believe is the most 
desirable future for the social contract for seniors in Canada, taking into account 
trends in health care, income security, employment and social services and describe 
how this future could be attained. 


d. WHAT IS THE SOCIAL CONTRACT WITH SENIORS? 


Probably the most important distinguishing feature of any modern society is 
the way it treats its citizens—the old and the young, the poor, the sick and the 
unemployed. Industrialized societies have long recognized the need for community 
action on behalf of different groups of citizens. What has come to be known as the 
‘Welfare State’ has been seen as moderating the intensity of social conflict and 
enhancing social cohesion.’ 


A sense of security was the dominant goal of social policies and programs in 
the post-war period of the late 1940s. Canada’s welfare state provided that security 
in two ways: by establishing a system of income transfers to protect against loss of 
income through unemployment, disability, old age, and other circumstances; and by 
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developing the capacity of individuals to participate effectively in the economy and 
society through services such as education and health care.” 


Redistribution of income was also a goal of Canada’s social programs. Equity 
among people in similar circumstances, sometimes referred to as ‘horizontal equity,’ 
was promoted by a redistribution of resources from the employed to the unemployed, 
from the healthy to the sick and from the non-aged to the aged. Initially, there was 
less emphasis on redistribution of income from rich to poor, sometimes referred to as 
‘vertical equity,’ although the focus on redistribution through programs targeted on 
the poor has been increasing since the mid-1960s.’ One might even argue that 
‘vertical equity’ has now superseded ‘horizontal equity’ as a goal of social programs. 


The importance of social integration as a goal of social programs has been 
evident since the beginning. Indeed, Canada’s commitment to its social programs has 
been seen by many as an important difference between this country and the United 
States and was a major point of discussion during the debate over free trade. 


Traditionally, Canada has stood somewhere between the Europeans and the 
Americans in its approach to collective responsibility for its citizens. While most 
European countries have an extensive commitment to social programs available to all 
citizens, the U.S. system focuses on targeting benefits to the needy—except in the 
case of programs for seniors. Social security is universal and there is free medical 
care for all seniors. No doubt because of this, these programs have a strong basis of 
support among Americans and have so far been able to withstand attacks by those 
who would like to see the commitment to seniors reduced. 


Canada’s social contract with its older citizens has had a mix of universal 
benefits combined with social insurance and a significant element of individual 
responsibility. In effect, it might be described as an attempt at collective 
responsibility within a market economy. 
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Income security in retirement has been provided through a universal old age 
pension financed through general revenues, supplemented by an earnings-related 
benefit funded on social insurance principles. The addition of the Guaranteed 
Income Supplement (GIS) has effectively provided a guaranteed annual income for 
seniors, albeit at a relatively low level. But the public pension system provides only 
a basic minimum benefit and significant tax incentives are given to individuals to 
encourage them to make their own arrangements to accumulate retirement income. 


Employment may continue to age 65 without discrimination, although the 
Supreme Court has upheld mandatory retirement at age 65 as a valid exception to 
age-based discrimination outlawed under the Charter of Rights and Freedoms. 
Universal health care has protected seniors against the devastating financial impact of 
serious illness in old age. Additional benefits, such as free prescription drugs have 
been available to seniors when they are not generally available to the non-aged. 
Long-term care facilities have been provided by the State. Tax measures, such as the 
age credit and the pension income credit have been provided to seniors through the 
Income Tax Act. Private sector initiatives, such as discounts for seniors, higher rates 
of interest on their savings, reduced fares and other bonuses have been made 
available. 


Many of these elements are based on age and not income. In other words, 
they emphasize a transfer of resources from the non-aged to the aged. In general 
terms, Canada has had a significant commitment to a collective responsibility for its 
older citizens. Fundamentally, that commitment has been based on the view that 
seniors made a significant contribution to society during their younger years that 
should be recognized through collective action and support during old age. 


What has happened that we now feel the need to revisit that commitment and 
to contemplate changes in our social contract with seniors? The real question, as 
Keith Banting has pointed out, is whether things have changed so dramatically that 
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the basic objectives of our social programs must also change. "Is it now time to say 
that we can no longer afford to make security an important social goal; that security 
in a world of change and restructuring is unattainable; that priority must now be 
given to incentives to change; and that more of the costs of adjustment must be 
shifted to individuals and regions? In a similar vein, is it time to say openly that 
Canadians should no longer see social programs as instruments of social integration, 
and that they must find other common elements of their lives to celebrate as the ties 
that bind us together?" 


2. DO WE NEED TO CHANGE THE SOCIAL CONTRACT WITH SENIORS? 


A number of reasons have been put forward as justification for revisiting the 
social contract with seniors, not only in Canada, but in other industrialized countries, 
notably the United States, the European countries, Australia and New Zealand. Of 
course these countries differ considerably in their commitment to their senior citizens. 
They do not necessarily have the same kind of social contract with their senior 
populations as does Canada. Nevertheless, all these countries are re-examining their 
commitments to senior citizens and all are advancing similar reasons for doing so. 


The arguments may be grouped under three main headings: demographics, 
generational equity and fiscal constraints. I propose to cast a critical eye on each of 
these broad subject areas, although each is linked with the others. I will also argue 
that political ideology is an overriding factor that links policy measures undertaken in 
a number of different countries to adjust to population aging. 


2.1 Voodoo Demographics and Dependency Ratios 


The phenomenon of population aging is well-known and there is no need to 
discuss it at any length here. In 1991, people aged 65+ accounted for 11.6% of 
Canada’s population. By 2036, this age group is expected to be 23.2% of the 
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population of this country.” As the baby-boom generation (those born between 1945 
and 1965) moves through retirement, older age cohorts will form an increasing 
percentage of the elderly population—an important consideration in the demand for 
health and long-term care services. 


Of course, these projections are based on assumptions about fertility and 
mortality rates as well as levels of immigration, all of which are almost impossible to 
predict with any accuracy for a 45-year period—especially when we remember that 
the demographics of an aging population can be moderated by immigration policy 
and other policy initiatives, at the discretion of the government. 


Other countries are further along the path of population aging than Canada is. 
For example, persons aged 65+ were 11.4% of the European population in 1970 and 
13.4% in 1990 and are expected to be 20.1% of the population in 2025. Population 
aging is a world-wide phenomenon. From 5% of world population in 1950, persons 
aged 65+ are expected to account for almost 10% of world population by 2025.° 


Perhaps because these trends seem indisputable, they are being used as the 
basis for the movement to reopen the social contract with seniors. But as one U.S. 
expert has described it, ‘voodoo demographics’ is being used to justify short-sighted 
policies. According to James Schulz, Kirstein professor of aging policy at Brandeis 
University, by presenting selected data, practitioners of voodoo demography purport 
to demonstrate a growing crisis. They conclude that there will not be enough 
workers to support the obligations of America’s social security system when the huge 
baby-boom generation retires in the next century. That conclusion is then being used 
to justify proposals to radically restrict social security and medicare for future 
retirees, while meeting commitments to current beneficiaries. And it is used to call 
for greater reliance on families and less on government when caring for those elderly 
needing long-term care.’ Similar statements are being made in Canada and some 
other countries. 
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The key argument of the voodoo demographics school is the question of 
dependency ratios. At the root of the argument is the claim that as the baby-boom 
generation moves into retirement, there will be fewer and fewer workers to support 
the aging population. The Economic Council of Canada captured the essence of the 
argument in the title One in Three: Pensions for Canadians to 2030, used for its 
study of pensions, which formed a key element of Canada’s ‘great pension debate’ in 
the early 1980s. The ‘one in three’ refers to the proportion of those aged 65+ 
compared with the working age population expected by the year 2030. The ratio is 
what demographers refer to as the ‘aged dependency’ ratio. 


But Schulz and others have pointed out that the aged dependency ratio reflects 
only part of the burden of supporting a dependent population, since it includes only 
the elderly and not the young. Young people also make demands on society in terms 
of education, health care and other expenses. While it is true that the aged 
dependency ratio is increasing steadily, the youth dependency ratio is declining. In 
fact, in Canada, the total dependency ratio, which reflects the ratio of working age 
population to those aged 19 and under and 65 and over, is expected to decline 
steadily until 2011. Although slight increases are expected from that year until 2036, 
the ratio in 2036 will still be below the total dependency ratio of the Canadian 
population in the 1950s and 1960s.° In the United States, the total dependency 
burden in 2030 and the 50 years that follow is projected to be lower than it was 
during the entire 1960s.’ 


Of course, it can be argued that the costs of caring for the young are different 
and more likely to be borne by the family than are those for the elderly. For 
example, it is often suggested that state expenditures on seniors are typically three 
times state expenditures on the young. But even that, it seems to me, is a question 
of policy choices. What is being measured here is what passes through the public 
purse, not what the costs are to the economy as a whole.’? One might also argue that 
to the extent that society as a whole makes a commitment to caring for seniors as a 
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collective responsibility, whether through health care, long-term care arrangements or 
retirement incomes, the children and families of seniors are relieved of the 
responsibility and cost of providing for their aging parents directly. In other words, 
it is not only seniors who benefit from programs directed at them. 


2.2. Generational Equity and the Politics of Aging 


The beginning of a backlash against seniors was identified in the United States 
about ten years ago. In fact, the formation of the national organization called 
Americans for Generational Equity in 1985 has been characterized as part of an 
organized backlash aimed at questioning the future of the U.S. social security system 
and the assumption that the young should support the old.” 


Since then, the issue of generational equity has received increasing 
prominence, with the media taking up the cause as a case of “kids versus canes,’ not 
only in the U.S. but in Canada and elsewhere. The idea that seniors are competing 
with the young for scarce and limited resources has taken hold. A recent column in 
the Globe and Mail, for example, suggested that seniors in Canada might be asked to 
give up some of their benefits so the money could be redirected to day care for 
children. 


The generational equity movement has clearly not developed in Canada to the 
extent that it has in the U.S., but the issue has been placed on the policy 
agenda—most notably around the issue of funding of the Canada/Quebec Pension Plan 
(CPP/QPP). Although federal and provincial governments have now established a 
schedule of contribution rates for the next 30 years to account for the aging of the 
population, and have agreed to review and adjust it every five years, the suggestion is 
now being floated in some quarters that Canadians will not be willing to pay for the 
pensions of the baby-boom generation when they retire and CPP contributions for 
those of working age are scheduled to rise to about 13% of earnings in 2025 (only 
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half of which is paid by the employee) compared with the current 5.2%. It is 
astonishing that policy-makers believe they can predict how Canadians will feel about 
their social contract with seniors in 30 years from now. But these efforts clearly 
mark the beginning of a generational equity movement in Canada. 


Now that government programs have succeeded in reducing (although not 
eliminating) poverty among elderly Canadians, more and more commentators are 
suggesting that we have ‘given too much’ to seniors. The stereotype of seniors as a 
poor, impotent and deserving minority has been replaced with yet another 
stereotype—a wealthy and powerful voting block.’ 


In the United States, a 1986 report from the Gerontological Society of America 
(GSA), Ties that Bind: The Interdependence of Generations, by Kingson, Hirshorn 
and Cornman, attacked some of the myths and pointed out that voting behaviour of 
older persons is guided more by party affiliation, social class, race and political belief 
than by age. Failure to recognize the heterogeneity among seniors, said this report, 
even among those aged 85+, leads to distortions on how social problems are defined 
and limits the types of policy options given serious consideration. But the 
stereotypes persist, the authors say, in part because stereotypical thinking is 
convenient, in part because negative attitudes toward seniors and aging persist, and in 
part because such stereotyping furthers certain political ends such as reducing social 
programs.” 


The GSA report drew attention to the fact that the generational equity 
argument, based on the notion of old and young competing for scarce resources, does 
not take into account future economic growth, the potential for many to work beyond 
the age of 65 and the increased participation of women in the labour force. 
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2.3 Economic Conditions and Fiscal Constraints 


Current economic conditions and the fiscal constraints faced by governments in 
Canada and elsewhere have been raised as major arguments for reviewing the social 
contract with seniors. The obvious fiscal constraints of the 1990s are being used as 
justification for scaling back on commitments to collective responsibility for seniors. 
If we are having difficulty meeting the needs of seniors now, the argument goes, how 
much more difficult it will be when they account for a much higher proportion of the 
population in 20 or 30 years’ time. Such arguments lead to the conclusion that 
commitments to seniors should be cut back now to avoid the future problem. 


But most of the forecasts fail to acknowledge that, despite current economic 
conditions, the economy will turn around. No reputable economist would claim that 
in the next 30 years there will be no economic growth whatsoever. Schulz has noted 
one calculation that if the real rate of growth of the U.S. economy averages 2% a 
year, the real costs of supporting each ‘dependent’ person—after accounting for 
inflation—can be five to six times greater than in 1960 without increasing the 
economic burden on society. Similarly, he says, the most commonly accepted 
assumptions used as a basis for estimating the future revenues and expenditures of 
social security indicate that, after adjusting for inflation, the total output of goods and 
services of the United States (its gross national product—GNP) per capita will double 
by the year 2030 and triple by 2060." 


In Canada, projections that take into account economic growth result in 
significantly different outcomes than the more usual projections based on 
demographic factors only. One 1985 forecast, for example, which assumed an 
average annual rate of growth in real GNP of between 2% and 2.5% a year, 
estimated that, given no change in social programs, social spending on income 


security and health care for seniors would fall from 20.8% of GNP in 1984 to about 
16% in 2031.” 
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Other observers have pointed out that, while the conventional wisdom is that 
population aging will have a major adverse impact on the public sector burden, an 
analysis of demographic changes in relation to economic growth makes it clear that 
population aging is not always the most important factor.'® Using Statistics Canada’s 
Social Policy Simulation Database and Model (SPSD/M), Murphy and Wolfson 
found that several factors, including age-specific utilization of health care, the 
balance between institutional and ambulatory care, and the design of income security 
programs are of major importance in projections of the ‘burden’ of an older 
population. 


In fact, these authors pointed out, a 1986 study from the International 
Monetary Fund showed that Canada faces the lowest public sector cost pressures on 
account of population aging of seven major industrialized countries. Their analysis 
shows this surprising result is largely attributable to the indexing provisions of the 
major public pension programs. In effect, while more and more people will benefit 
from CPP/QPP pensions and OAS, which are fully indexed, these payments are also 
fully taxable. And because the tax system is only indexed to the extent that inflation 
exceeds 3% per year, relatively higher tax revenues are generated from the increased 
cash transfers. 


Limited indexing of basic personal credits and tax brackets, combined with the 
tax-back of OAS benefits, will create a very large fiscal dividend for the government, 
these authors found. Government net balances will be improved by about 30% of 
average wages—a massive increase which is about three times the current annual 
federal deficit. But these lower cost pressures come at a price—a major increase in 
the incidence of low income, especially among the elderly, and a reduction in the 
size of the middle class."’ 


Despite these negative features of Canada’s existing social contract with 
seniors, writers like Thomas Courchene have suggested further changes will be 
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necessary as a result of domestic and international forces that are impinging on the 
nature of Canada’s social contract (he is not referring specifically to the social 
contract with seniors here). Courchene argues that "countries everywhere are 
wrestling with the future of their welfare systems, and the maintenance of hard won 
gains on the social policy front may require a wholesale rethinking of the 


philosophical and financing underpinnings of the welfare state.""* 


According to Courchene and Stewart, policy implementation must address three 
general societal trade-offs: flexibility versus entitlements, public sector versus private 
sector, and centralization versus decentralization. They argue that external economic 
forces such as globalization, combined with fiscal constraints and socio-demographic 
challenges are sharply tipping these trade-offs in the direction of flexibility, greater 
private sector participation and greater decentralization. 


The conclusion one might draw from what Courchene calls his “market 
populist’ perspective on social policy, is that changes in Canada’s social contract are 
absolutely inevitable. In terms of the social contract with seniors, this assumption 
bears closer examination. Canada’s system is already ‘market’ oriented to a 
significant degree. In fact, as Sheila Neysmith has pointed out, when it comes to 
collective responsibility for meeting the needs of citizens, many of Canada’s 
programs use criteria such as merit for resource allocation or stress individual 
responsibility for meeting need, or do both. Our income security policies are a good 
example of mixed criterion usage, says Neysmith, in that they provide a minimal 
economic baseline as a collective good, but assume the exercise of individual 
initiative to provide full adequacy of income. She also observes that "One of the 
difficulties in trying to blend welfare-state social policies with a market economy is 
that assumptions clash. In times of economic restraint the inherent contradictions just 
become more obvious."”” 
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Canada, like other countries, may move further down the road to individual 
responsibility, to ‘flexibility’ as Courchene describes it, and to private instead of 
public solutions, but that may have more to do with political ideology than with 
globalization or economic conditions. 


3s IDEOLOGY AND THE MARKET-BASED SOLUTION 


A number of industrialized countries now seem to be re-examining their 
commitment to older citizens. Although these countries are at different points along 
the continuum of population aging and the nature of their commitment to seniors 
varies considerably, political ideology appears to be a connecting thread running 
through most of the policy initiatives. In virtually all these countries changes in the 
social contract with seniors have involved a move to lessen the role of the State in 
providing for its older citizens and to shift the burden on to individuals and families 
to provide for themselves. Collective responsibility for and to seniors is being 
reduced in favour of a market-based solution. 


3.1 New Zealand 


In New Zealand, for example, the 1991 budget marked a major shift in the 
philosophy of the New Zealand welfare state. There was a move away from 
universal state provision of funding to more highly targeted forms of assistance in 
many areas of spending. There was also a shift in focus towards increased individual 
and family responsibility for meeting costs previously covered by state-funded social 
assistance. The objective was to cut social spending, not only as a contribution 
towards fiscal balance, but also to reduce the role of the State in the economy.” It 
sounds remarkably like a shift to Courchene’s ‘market populist’ approach. While 
particularly marking the philosophy of the newly elected National Party government, 
the proposals also had partial precedents in the policies and proposals of the previous 
Labour administration, especially in the benefits and pensions areas. 
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But one should be cautious about drawing parallels with Canada. To a degree 
which is unusual among developed countries, (although the system is similar to that 
operating in Australia), New Zealand’s public social programs are virtually all funded 
by pay-as-you-go taxes. There are no social insurance funds—public pensions are 
funded by government taxation or borrowing. In addition, a universal flat-rate 
national superannuation scheme, introduced in 1977, provided a universal benefit set 
for a couple at 80% of the average wage. (Canada’s OAS, in contrast, provides 
benefits equivalent to about 14% of the average wage for an individual, or 28% for a 
couple). It was payable at age 60, without any income or asset test and with no 
requirement to be retired or to have any specified contribution record. For some 
older people in lower-income occupations, the national superannuation payment was 
higher than their net wages had ever been.” 


Benefit reductions and other changes were implemented, starting in 1979, 
culminating in the 1991 budget, which temporarily de-indexed the benefit, announced 
a more restrictive targeting system and proposed to gradually increase the age at 
which the benefit is payable from age 60 to reach age 65 in 2001. In health care, 
charges have been introduced for a variety of hospital and health services previously 
provided free, although low- and modest-income individuals and families will be 
entitled to ‘concessional’ access to health care, that is, they will be fully or partially 
relieved of charges, depending on their circumstances and the type of service. 


3.2. Australia 


Similar trends have been evident in Australia, which also has an age pension 
entirely funded from government revenues, but subject to a means test. The pension 
is the principal source of income for most older Australians. 


Population aging is not nearly as advanced in Australia as it is in many other 
industrialized countries. In 2025, for example, Australia’s elderly will constitute only 
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16% of the population—a percentage that was reached by countries such as the United 
Kingdom, Denmark and Sweden in 1985.” 


It has been pointed out that, while there is apparently little doubt Australia can 
meet the cost of population aging in general and age pensions in particular, 
retirement incomes policy in recent years has been largely driven by two 
considerations: first, the desire to reduce the numbers of senior Australians reliant on 
the age pension, and second, the desire to encourage age self-provision for retirement 
through greater reliance on private pensions, which it is intended will become the 
primary source of income for future retirees. Measures have been instituted to 
encourage the spread of private occupational pensions, which still apparently have 
somewhat limited coverage. Australian researchers say that the shift in policy 
emphasis in recent years towards greater reliance on households to provide for their 
own retirement income is a reflection of a general trend in public policy towards 
greater reliance on market forces.” 


3.3 The European Countries 


Like other industrialized countries, many of the European countries are 
undertaking fundamental reviews of their pension schemes and other programs for 
seniors with a view to restricting state involvement and placing greater emphasis on 
individual responsibility. A number of countries have introduced measures to 
strengthen the role of private supplementary pensions in the provision of retirement 
incomes. Austria, for example, introduced new laws to encourage the growth of 
company pension plans, which currently cover only 10% of the work force. ‘The 
United Kingdom has made further changes to its program allowing individuals to 
contract out of the state-sponsored pension plan. Over four million people have 
opted out of the public plan since the provisions were introduced in 1988. 
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Many countries have experienced a trend to early retirement and some 
governments actively encouraged it as a way to address high levels of 
unemployment. But many countries are now considering increasing the retirement 
age as a way of dealing with population aging. Sweden, the Netherlands, Italy, the 
United Kingdom, Finland and France have all put forward this option. Those 
countries which have indexed benefits against inflation now appear to be 
reconsidering. And various countries, including Italy, France and Greece, are 
considering changes in the benefit formulas of public pensions that would effectively 
cut back benefits. 


In the field of health care, some countries have placed restrictions on benefit 
payments to limit the cost of these programs. But, according to the International 
Social Security Association,”* a number of countries have implemented innovative 
measures that take into account the emerging need for long-term health care due to 
the aging of the population. 


Many of these initiatives seem to be directed at encouraging the family to care 
for their senior members. Germany, for example, introduced allowances for persons 
providing care to a family member requiring constant attendance. Sweden introduced 
a similar kind of benefit in 1989. France took steps in 1990 to encourage the 
provision of a level of care somewhere between home care and institutional care. 


3.4 Sweden 


Sweden, long held up as a model of the all-encompassing Welfare State, has 
also been making changes in its commitment to older citizens recently. Between 
1990 and 1992, four key events raised questions about the viability of Sweden’s 
welfare state. The first was a cabinet crisis in early 1990, the second a threat of 
devaluation in the fall of the same year, the third was a more spectacular economic 
crisis two years later, including an unprecedented 500% increase in the central bank’s 


@ 22 @ 


Bieegeee FORUM ono 


lending rate. The fourth was the defeat of the Social Democrats in the election of 
September 1991. A right-of-centre government was elected, with the outspoken aim 
of bringing about a ‘freedom-of-choice revolution’ in welfare policy.”* While public 
provision of medical, educational and other personal social services has not been 
abandoned, more private alternatives are being encouraged. The role of user fees has 
been increased. Perhaps more significant, tax reforms resulted in lowering of some 
taxes and abolition of others, in conjunction with Sweden’s entry to the European 
Community. It is likely that further downscaling of the Welfare State will result. 


Among the measures implemented was a plan to increase the retirement age 
from 65 to 66 in 1993, with further increases proposed by the government, along 
with more emphasis on private savings as a source of retirement income. Despite 
these changes, Sweden apparently remains committed to its Welfare State. In its first 
budget, the new government said: "The State must be ultimately responsible for 
ensuring that all citizens have basic security in relation to unemployment, illness, old 
age and disablement. These efforts must largely continue to be publicly financed... 
The alternative to the Welfare State is a selective system, aimed at supporting only 
those suffering under the worst conditions. Such a system has many disadvantages. 
It presumes considerable means-testing and social control. It has to determine who 
has the right to public support and who has not. The consequence is likely to be 


more bureaucracy and more of intrusive investigations." 


Whether Sweden’s commitment to collective responsibility for seniors will be 
further reduced remains to be seen. But even with the recent changes, it is evident 
that the social contract with seniors in Sweden is very different from that in North 
America. 
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3.5 The United States 


The Welfare State in the United States continues to be a Welfare State for the 
poor.”’ However, treatment of seniors is the important exception. Social Security is 
the major source of income for the vast majority of seniors, and Medicare effectively 
provides universal health care for seniors. It may come as a surprise to Canadians to 
learn that in many respects, collective responsibility for seniors is stronger in the 
United States. For middle-income earners, the level of income replacement available 
through Canadian public old-age security schemes is substantially lower than in the 
United States.”* As a result, Canadian workers have to rely more heavily on 


occupational pensions or private savings to maintain living standards in old age. 


In the United States, changes in the financing of social security were 
implemented in 1983 in response to anticipated financing problems. The changes 
included a permanent delay of six months in the annual cost-of-living adjustment— 
equivalent to a 2% cut in benefits; a gradual increase in the age of eligibility for 
unreduced retirement benefits from 65 to 67 over a 27-year period beginning in 
2000; an acceleration of previously scheduled payroll tax increases; and treating up 
to 50% of Social Security benefits, which were previously untaxed, as taxable 
income. 


It is generally agreed that Social Security funding is now sound on the whole. 
However, there have been suggestions that further cutbacks should be made by 
eliminating indexing of benefits, increasing the age of eligibility for benefits still 
further and providing incentives for the future seniors to continue employment, 
counting a larger proportion of Social Security as taxable income, and targeting 
benefits to the poor.” 


These proposals are apparently an outcome of the generational equity debate. 
According to Kingson, "By defining Social Security as unfair to the young and by 
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defining elderly persons as not fully deserving, this perspective reduces the 
legitimacy of the claims of elders—even those with low incomes—to social benefits. 
Further, reducing support for social programs makes private alternatives to Social 
Security, Medicare and other public services become more attractive. The debate that 
this perspective is generating, says Kingson, is primarily centred on differences over 
the proper role of government, and the public versus the private provision of 


resources." 


So far, the attack on Social Security seems to have been beaten back. As 
Myles has pointed out, "In the United States, as elsewhere, the modern Welfare State 
that constructs broad political coalitions between lower and middle-income earners 
has proven to be highly resistant to such direct assault. But resistance also points to 
the fact that the long-term viability of Social Security depends less on demographic 
developments than on the viability of the political coalitions that sustain it."*’ 


4. WARNING SIGNS FROM CURRENT TRENDS 


Canada has not been immune to the trends evident in many other countries. 
Changes in our social contract with seniors have been directed to less state 
involvement and more individual responsibility. Universal benefits have been 
eliminated through income tests (of the age credit in the income tax) and claw-backs 
(of OAS). There is a growing expectation that private arrangements will be made for 
the long-term care of seniors, with family members playing a more important role. 
Deinstitutionalization proceeds, even though community support systems are not 
always in place. Seniors themselves are being asked to bear more of the cost of their 
care. And there is undoubtedly more to come. 


While fiscal restraint is high on the policy agenda in Canada, it has not 
prevented the transfer of tax dollars to encourage the shift from public to private 
responsibility as a key element in the social contract with seniors. It is interesting, 


= 25 @ 


Besess FORUM ooo 


for example, that in the current environment of high government deficits, when 
Canadians are being told we can no longer afford universal old age pensions and that 
increasing contributions to the CPP cannot be sustained, the limits on tax assistance 
to private retirement savings, through Registered Retirement Savings Plans (RRSPs) 
are being increased. Tax expenditures to assist a minority of mostly higher-income 
Canadians save for retirement, through private pension plans and RRSPs, now 
represent a net cost to the federal government of about $12 billion a year in lost 
revenues—almost as much as the total cost of OAS. Given that OAS benefits are 
taxed and surtaxed through the claw-back, the magnitude of tax expenditures on 
private retirement savings arrangements becomes starkly obvious. These tax 
expenditures are now equivalent to about 40% of the total cost of public pension 
programs such as OAS, GIS and CPP. 


The direction of public policy towards seniors presages serious problems for 
the future—particularly in light of trends in the labour market. The polarization 
between ‘good jobs’ and ‘bad jobs’ has been highlighted by the Economic Council of 
Canada and others. The Council noted a significant increase in non-standard 
employment, that is jobs which differ from the traditional model of a full-time full- 
year job. Part-time employment, for example, rose from 4% of total employment in 
Canada in 1953 to 15% by the mid-1980s. By 1993, more than 17% of total 
employment was accounted for by part-time jobs. Other forms of non-standard work, 
such as short-term work, temporary help agency jobs and own-account self- 
employment, are also growing. 


The proliferation of precarious jobs mirrors the just-in-time system of 
production with a just-in-time labour force.” But there are serious implications for 
the future of the social contract with seniors. Apart from little or no job security, 
marginal jobs, in what dual or segmented labour market theorists refer to as the 
‘periphery’ of the economy, are characterized by low pay and non-existent benefits. 
These workers will likely not be covered by occupational pension plans and they will 
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not be in a position to set aside personal savings to support themselves in old age. 
The vast majority of these workers are women. 


Jobs in the ‘core’ of the economy, characterized by a relatively high level of 
unionization, better wages and extensive pension coverage have been declining. The 
results are evident in the declining coverage of occupational pension plans. Only 
46% of employed men now belong to occupational pension plans, compared with 
almost 54% ten years ago. 


The increasing participation of women in the paid work force will also have 
some bearing on the future of the social contract with seniors. Community support 
systems for the long-term care of seniors are inadequate and much more emphasis is 
being placed on the role of families and the voluntary sector in caring for the elderly. 
That is placing an increasing burden on women who are still largely expected to 
shoulder family caregiving responsibilities, even when they are employed outside the 
home. Currently, 71% of married women in the age group 45-54, who might be 
expected to be the main caregivers to older family members, are in the work force. 
The phenomenon of the ‘sandwich generation’, caring for children and elderly 
parents at the same time is becoming increasingly common. 


Ironically, women’s increased labour force participation has only marginally 
improved their chances of being better provided for in old age. Women in the work 
force are still clustered in low-paying jobs. Only 39% of those with jobs belong to 
occupational pension plans and less than 35% contribute to RRSPs. Given that some 
pension plan members may also make RRSP contributions, it is clear that only a 
minority of women in the paid work force are able to set aside private funds for 
retirement. 


Trends in health care and social services may present particular problems. 
Both federal and provincial governments are facing serious financial problems and 
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are preoccupied with restraining the growth of health care costs. Cash payments 
from the federal government to the provinces under Established Programs Financing 
(EPF) have been frozen and will begin to disappear within the next several years in 
some provinces. They will be gone throughout Canada by around 2010. How will 
governments cope with the demands of an aging population, particularly when the 
numbers of frail seniors increase? 


While mandatory retirement is still in place in many pension plans, most 
Canadians are retiring prior to age 65. In fact, with the improvement in pension 
plans and the maturing of the CPP/QPP, the labour force participation of men in their 
late 50s and early 60s has dropped noticeably. Only 61% of men aged 55-64 were in 
the work force in 1993 compared with more than 72% ten years earlier. There is no 
guarantee such trends will continue, especially if the age of eligibility for public 
retirement benefits is increased. In contrast, labour force participation of women in 
the 55-64 age group has increased from just under 34% to more than 36% in the 
same ten-year period—perhaps because women have a greater need to build up 
retirement incomes. 


2: ENSURING A BRIGHTER FUTURE 


In combination with the trends I have outlined above, the current direction of 
public policy towards seniors in Canada implies a dismal future. While it would 
certainly be possible to draw up a much more desirable social contract, the political 
will to implement it will be crucial. Governments of all political persuasions at both 
federal and provincial levels have embraced market-based solutions. The rights of 
citizenship have shifted from entitlements to the responsibilities of individuals and 
more limited ‘mutual’ obligations between the State and individual.** In such a 
climate, it will not be easy to reinstitute a commitment to greater collective 
responsibility for and to our senior citizens. Nevertheless, I believe it can be done. 
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There are measures we can take now to ensure a brighter future for those who will 
become senior citizens in the coming decades. 


That does not mean reversing all the changes that have been made in Canada’s 
social contract with seniors and returning to where we were in the 1960s. However, 
I believe there are a number of ways we could develop a social contract that would 
take account of the changing conditions we now face. 


5.1 Equality Rights and Self-determination 


Many of Canada’s programs for seniors are based on age and not income. 
Essentially they represent a transfer of resources from the non-aged to the aged and a 
recognition that seniors have made a contribution to society which justifies such a 
transfer. One of the key decisions we now face is whether we want to continue the 
approach of special policies for the elderly. But if age alone is no longer to be 
considered a legitimate criterion for making claims on some of society’s resources, 
what are the alternatives? There is some consensus that need should remain 
paramount, but how exactly is ‘need’ to be defined? 


Canada’s approach to social policy has tended to emphasize equality of 
opportunity. But those who start from a disadvantaged position will never be able to 
achieve equality. It is not enough to claim that everyone has the opportunity to 
contribute to RRSPs, for example, when many workers cannot find steady 
employment or jobs which pay enough to enable them to save for retirement. The 
approach we have adopted is one that limits state responsibility to catching those who 
fall between the cracks, not making sure that cracks do not exist. ‘Freedom of 
choice’ leading us along the path to individual responsibility will not achieve equality 
of condition and is a denial of our social obligation to see that need is met. 
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As Neysmith puts it, "Unless meeting need is defined much more broadly than 
rescuing individuals, the social conditions of disadvantaged groups in our society will 
not change and the dire straits of a few will become a tool for curtailing benefits to a 
One of the ways of achieving the broader objective 
would be to ensure much closer monitoring of programs to assess their impact on 


! 


wider segment of the elderly.’ 


seniors generally. If the policy objective is to ensure adequate retirement incomes 
for seniors, for example, tax expenditures needed to promote private retirement - 
savings could be monitored to see if they meet that objective. This would shift the 
emphasis towards collective responsibility for outcomes. 


Some analysts have emphasized the need to ensure that individuals have the 
support they need for self-determination. In outlining a new framework for social 
well-being, the Roeher Institute points out that self-determination is exercised when 
persons, communities or government articulate aims and make plans and decisions to 
achieve those aims.*® In accepting a collective responsibility to seniors, society could 
benefit by listening to seniors themselves and helping them articulate their needs. 
However, it will also be important to recognize that seniors are not a homogeneous 
group and that their aims and objectives will be just as varied as those of the younger 
population. 


People do not become self-determining all on their own. They need support to 
exercise self-determination. They may require assistance in making decisions about 
health care, for example. A health promotion approach recognizes the importance of 
fostering the capacity for self-determination rather than assuming that everyone can 
exercise this capacity regardless of their circumstances.*’ This proactive approach 
would also imply a greater emphasis on assuring that the conditions of peoples’ lives 
are equal rather than simply offering equality of opportunity. 


We will also face the challenge of ensuring continued roles for seniors in our 
society and of recognizing the contribution that seniors can and do make to society 
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and to the economy. In fact, we need to challenge some of the myths and 
misconceptions about aging and seniors. In this respect, Betty Friedan’s recent book 
The Fountain of Age opens a whole new world of possibilities. 


5.2. Income Security 


If seniors in the future are to be assured of financial security, there will be a 
need to address the balance between public support of public pensions and public 
support (through the tax system) of private retirement savings. Employment trends 
will mean more and more Canadians will find it impossible to provide for their own 
future retirement income. Policies which emphasize individual responsibility in 
providing for retirement will create a wider gap between those who have stable 
employment, decent wages and good pension plans and the rest who have none of 
these advantages. But are we prepared to make a stronger commitment to public 
pension programs, particularly those funded on social insurance principles (the 
CPP/QPP)? This could involve placing stricter limits on tax assistance to private 
retirement savings through occupational pension plans and RRSPs. 


A good deal of energy has been focused on improving the provisions of the 
private pension system for the minority of workers lucky enough to be part of it. 
Attention should now be directed to reviewing the role of the CPP/QPP. Many 
community-based groups have recommended a doubling of the benefit level of these 
plans to replace 50% of average earnings up to the average wage instead of the 
current 25%. While there may not be widespread public support for such a move at 
this time, there may at least be ways to improve benefits for lower-income workers. 
Introducing some income redistribution measures into the plan might ensure better 
protection for the majority of seniors who will not have private pensions or RRSPs 
when they retire. A number of options for doing this have been put forward over the 
past few years. These bear closer examination. 
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Is society willing to make a commitment that no senior will face retirement in 
poverty? Despite the emphasis on targeting and concentrating benefits on the most 
needy, the basic guarantee (currently OAS and GIS combined) is below the low- 
income cut-off for both individuals and couples. But the universal component of this 
guarantee has now been abandoned as a result of the OAS claw-back. The 
experience of the United States and other countries has shown that programs that 
benefit the majority of seniors have widespread support, thus contributing to social 
cohesion and a sense of collective responsibility. There may be advantages to be 
gained by restoring OAS to a universal benefit available to all seniors, as well as 
undertaking to raise the basic guarantee at least to the poverty level. 


5.3. Economic Policy 


A social contract that emphasizes income security for the seniors of tomorrow 
must address the employment opportunities of the workers of today. Unless policies 
address high levels of unemployment, it may prove impossible to make good on our 
social contract with the seniors of the future. But can we make a new commitment 
to deal with the crucial problem of employment opportunities so that the workers of 
today can build up entitlement to pensions when they retire? 


Are we prepared to look at tax policies to eliminate inequalities and make the 
system fairer? Such measures could enable more Canadians to look forward to a 
secure financial future. But, they could also reduce the potential for inter- 
generational conflict, particularly if they are accompanied by economic growth and 
reduced unemployment. 


5.4 Health and Long-term Care 


While the health care needs of an aging population may increase health care 
costs, economic growth combined with a reduced total dependency ratio should 
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enable us to maintain our commitment to universal health care. But we may also 
have to rethink health care policy to focus on restoring and promoting health rather 
than intervening to treat illness.** Such a strategy could have a marked impact on the 
health care needs of our aging population. Poverty remains a primary determinant of 
ill health,” which is why adequate incomes for seniors are so important. 


If more and more seniors are to be cared for by their families or within the 
community it will be important to make sure support systems are in place. A nation- 
wide system of supports to the elderly in their homes may be considered.” 
Specifically, the needs of families who care for their senior members will need to be 
addressed. Other countries are already looking at ways to recognize caregivers—both 
financially and through other means. Tax credits, family responsibility leave, respite 
care and so on are all options. Such initiatives do not necessarily all imply 
government action—they might be undertaken through a combined action of 
government, business and communities. But it will be important to recognize the 
autonomy of seniors and to ensure that the measures we take do not reinforce a 
stereotypical role for women who, in the past, have been expected to undertake the 
responsibility of caring for seniors in their own homes or in the community without 


pay. 
5.5 Employment 


Increasing the age of eligibility for public pensions may be problematic when 
more and more people want to retire early. And eliminating mandatory retirement 
provisions in pension plans in the interest of ‘freedom of choice’ may increase 
pressure on workers to continue employment past age 65 even if they would prefer to 
retire. Other options such as a ‘partial pension’ would allow individuals to continue 
working part-time and start receiving partial CPP/QPP benefits at the same time. 
Employers might be encouraged to offer phased retirement or part-time employment 
opportunities to older workers. 
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6. SUMMARY AND CONCLUSIONS 


The aging of the population and current economic conditions along with 
globalization of trade have provided powerful incentives for industrialized countries 
to review and curtail their commitment to collective responsibility for seniors. The 
spectre of generational equity has been raised and there has been a backlash against 
seniors in some countries. As the International Social Security Association (ISSA) 
has pointed out, "the influence of the critics of current arrangements has become 
stronger during recent years, in spite of the fact that the solutions they espouse— 
particularly targeted social assistance approaches and privatization of social security 
programs—would in many respects represent a return to solutions which were rejected 
decades ago by the leaders and parliaments of most industrialized countries."*’ The 
challenge, as ISSA sees it, is that of "forging a social contract among the citizens, 
which reflects the consensus of the population concerned about the issues of social 
solidarity and the redistribution of resources."”” 


The direction of public policy in Canada is rapidly moving away from a 
commitment of collective responsibility to the elderly, in favour of a reduced role for 
the State, an emphasis on individual initiative in providing for retirement and caring 
for those who are older, and increased targeting of benefits to those in need. As in 
other countries, this reflects a political philosophy that espouses market-based 
solutions. As long as this is the dominant philosophy, it will be not be easy to renew 
our commitment to collective responsibility. 


However, current economic conditions should not be used as an excuse to 
revise the social contract or to reduce our commitment to collective responsibility. 
We have 25 or 30 years before the baby-boom generation moves into retirement. 
There is ample time to plan and adjust. And the burden of supporting an aging 
population may not be as heavy as some commentators would have us believe— 
especially when we take into account economic growth over the next few decades. 
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Ultimately, Canada’s social contract for seniors will depend on political decisions and 
our willingness as a society to make the commitment. 
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